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Economic Issues

Director’s Note

Welcome to the twenty seventh issue of Economic Issues, a series published by
the South Australian Centre for Economic Studies as part of its Corporate
Membership Program. The scope of Economic Issues is intended to be broad,
limited only to topical, applied economic issues of relevance to South Australia
and Australia. Within the scope, the intention is to focus on key issues — public
policy issues, economic trends, economic events — and present an authoritative,
expert analysis which contributes to both public understanding and public debate.
Papers will be published on a continuing basis, as topics present themselves and
as resources allow.

The author of this paper is Dr Nicola Chandler (formerly, Senior Research
Economist at the South Australian Centre for Economic Studies) and now Visiting
Research Fellow, Wine Economics Research Centre, School of Economics,
University of Adelaide.

The Centre especially acknowledges and extends its thanks to the Department of
Trade and Economic Development (DTED, the Department of Premier and
Cabinet (DP&C) and the Department of Treasury and Finance (DT&F) for their
financial support of the Economic Issues series. Without this support it would not
be possible to undertake the depth of analysis of issues affecting the South
Australian economy.

The paper is, however, prepared totally independently of government agencies.
The views expressed in the rep
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3. “An Assessment of the Impact of Gaming Machines on Small Regional
Economies” by Michael O"Neil and Steve Whetton, May 2002.

2. “Timor Sea Natural Gas Development: Still in Embryo” by Andrew
Symon, August 2001.

1. “The 2001/02 South Australian Budget” by Jim Hancock, August 2001.
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problems pervading the wine industry; and some possible solutions. Speaking
directly to industry means that some of the arguments and references are
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Steven Knight, Stewarts Wine Company, Brisbane, Queensland.
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Identifying the Main Economic Issues
Facing the South Australian Wine Industry

Overview

South Australia is the country"s largest grape grower, wine producer and wine
exporter and has held this position for many decades. Wine exports are now the
third largest export earner for the State. It is an important industry not only for the
reasons above, but that the industry contributes to employment in manufacturing,
research, development and technical innovation.

This paper commences with a ,look back” to 1938 to highlight some cyclical
patterns across the wine industry. Current challenges — most notably those
resulting from over-production and a decline in product prices — were evident in
1924/25, in the mid-1950s and mid-1980s and each time the industry has
rebounded stronger than before. The lessons include that prices are the natural
correction mechanism, that global fluctuations will continue to occur, but that the
high standard of the product and marketing have contributed to the strengths of
the industry.

In response to recent challenges, interviewees recognised the importance of
research into all facets of the industry; research that demonstrated good practice in
adapting to climate change; adapting to higher temperatures and water issues;
research into understanding global trends and change in consumer preferences and
continuing to develop a framework for the industry such as the GI system.

The industry has a strong vested interest in investing in research to prepare and

adapt to change due to climate change and water issues, as well as consumer

preferences and global trends. However, ultimately the wine industry has been,

is, and has the potential to continue long into the future to be, the source of great

pride and prosperity for this State.

This paper considers the views and opinions of those in the wine industry,
combines these insights with an historical perspective and data/trends on the wine
industry to identify the main economic issues facing the wine industry in South
Australia.
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... 1938 re-visited ...

Introduction

South Australia is the country"s largest grape-grower, wine producer and
wine exporter and has held this position for many decades. Early last
century, South Australia was referred to as the “Vineyard of the Empire”.
The data in Box 1 are quoted from South Australia®s newspaper, The
Mail, 6 August 1938, and illustrate the dominance of the State"s wine
industry over seven decades ago.

The 1938 vintage was “an all-time record for the State”, but serious
concerns voiced at that time are echoed in discussion

Page 2
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South Australia a leader
in wine production and
exports ...
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... marketing South
Australia through
marketing our wine

product ...

concerns and what they consider could be done within the industry,
where training may be required, and what is the most appropriate
approach for industry organisations. Wine industry data are sourced
primarily from the Australian Wine and Brandy Corporation (AWBC)
website, particularly the ,Winefacts" section.

The first point to note about those consulted is that many of these people
cross the boundaries between industry categories. For example, many
winemakers are involved in marketing wine, many marketers also work
in retail establishments, and many wine educators are also (or have been)
winemakers or wine marketers (i.e. they wear more than one hat).

In discussing the developments in the wine sector, with a focus on South
Australia, a number of factors came to light which were considered to
have contributed to the sector's successful economic performance to
date. We identify the key sustaining strengths of the sector and the main
challenges that are likely to affect performance in the future.

Page 4
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... closing in on
Argentina...
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... determinants of

SUCCess ...

Figure 2 shows the number of wine producers by State between 1984 and
2010. The number of wine producers in South Australia more than
quadrupled from 146 in 1984 to 648 in 2010, rising at a faster pace than
in New South Wales/ACT and Western Australia and comparable with
Victoria.

Figure 2: Number of wine producers in South Australia, Victoria, New South
Wales/ACT and Western Australia, 1984 to 2008

Note:  Number of wine producers exceeds number of wineries.
Source: Winebiz.

Determinants of the success of the wine sector to date

Having illustrated the success of the South Australian wine sector in
terms of production, exports and employment growth, the author
interviewed various industry representatives, including winery managers,
wine marketers, wine retailers and wine educators. The main subject
areas resulting from these discussions may be classified under four
headings: the product; marketing; the South Australia factor; and
economics/history.

The product

The product refers to the wine being sold on the domestic and
international market, and the high standard of wine made in South
Australia may be largely explained by four key factors as follows:

Good value alternatives — the points of difference on which South
Australian wines have been marketed have mostly been providing
value for money combined with desired flavour profiles for
consumers. An example of providing value for money on the
world stage is with the South Australian shiraz and
grenache/shiraz/mourvedre (GSM) blends, which are traditional
southern French varietals and blends. The South Australian
versions were cheaper than the Rhone alternatives and provided the
richer, riper, sweeter and more approachable flavour profiles for
consumers.

Page 10
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department of the AWBC) has played an important role in promoting and
marketing Australian wines around the world.

It was also seen by the interviewees as a positive factor for the Australian
wine producers that the wine labels were made very simple to
understand, with the wine region and grape variety very clearly marked,
compared to many of the European products, such as the French wines,
which not all consumers in Europe could easily decipher.

... the critter trend and
impact on exports ...

... marketing the quality
of our wines ...
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wine magazines such as Decanter and Wine Spectator. The world wine
industry began recognising South Australian wine, and Australian wine
in general, not just as cheap and user-friendly but also that there were
good quality wines at the ,top end" of the market.

Another key to the ongoing success of Australian wine producers has
been their responsiveness to the consumer, i.e., aiming to produce what
people want to buy. For example, Australian chardonnay in the late
1980s and early 1990s had a reputation for being over-oaked, ,big", ,fat"
and ,over-blown".  This turned consumers away from Australian
chardonnay towards other white wines, and the winemakers have since
responded by reducing the amount of oak and adjusting the winemaking
techniques, so that very few chardonnays produced in Australia now
would match such a description, and those that do are meeting the
demand from those consumers who still prefer this style.

Also related to marketing, all respondents stressed the importance of
investment in relationships. They believed that the consumer the world
over wants to think he can “press the flesh” of the winery owner, the
winemaker and their family, to feel close to the whole operation and in so
doing feel an affinity to the product. Promotion of the wine is key and
with this, relationships are formed whereby people feel close to the
product. In this way, wine marketing is distinct from many other
products. Respondents stressed the personal nature of the markets. As
discussed below, the extent to which that some larger corporate entities
take a less personalised approach was a key concern of interviewees.

Finally, and more recently, establishing Geographical Indications (Gls) —
an official description of Australian wine zones, regions or sub-regions —
means that distinct regions are starting to be recognised in Australia. For
example, growers in Eden Valley in the Barossa region used to export
their wine as Barossa wine. They are now putting Eden Valley on their
labels for export. The Gls help to provide a further point of difference.

The South Australia factor

The general attitude around South Australia is that the wine industry is
integral to the State"s infrastructure, earns a significant proportion of the
State"s income, and has been a key player throughout the State"s history,
already established as the “Vineyard of the Empire” in the 1930s. There
is a concentration of people in the industry, in Adelaide and in the rural
areas, with knowledge in all aspects of grape-growing, winemaking and
wine marketing. In addition there are established and respected
educational facilities at

The SA Centre for Economic Studies Page 13





http://www.cordonbleu.edu/adelaide/bachelor-ihm/en
http://www.cordonbleu.edu/adelaide/bachelor-irm/en
http://www.cordonbleu.edu/adelaide/mba/en
http://www.cordonbleu.edu/adelaide/mba/en
http://www.cordonbleu.edu/adelaide/mba/en
http://www.cordonbleu.edu/adelaide/mihm/en




Economic Issues

... local specialisation
and reputation; global
exports ...

... innovation and
excellence in engineering

Continuity of style has assisted in South Australia establishing a
reputation for its wines and for the regions. The Barossa, McLaren Vale,
Clare, Coonawarra, Adelaide Hills and more are all Gls. Certain
varieties are known around Australia and around the world to be
particularly good from certain regions, for example, Barossa and
McLaren Vale are known globally for high quality shiraz. There is a lot

Page 16
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ageing of wines from the same batch. The adoption of screw caps has
solved most of these issues, but there has been resistance by many
winemakers around the world, and some will still not accept this change.
In addition to the screw caps, TCA-resistant corks have allowed
producers to keep using corks, with the spoilage rate greatly reduced.
The most well-known is the DIAM cork, a closure manufactured from
cork and treated to eradicate TCA.

Australia has also taken a leading role in wine packaging, inventing the
cask or soft pack (also known as the ,bag in a box") in the 1970s to sell
wine in larger quantities, typically two, three or four litre casks.

Also meeting specific customer preferences, some of the State“s most
successful wines are made using older facilities, such as the use of a
basket press, and advertise it on their labels.” Some wines are bottled
unfiltered and usually say this on labels, and this can be seen as an
indication of quality, as flavour compounds are not filtered out.

Finally, confirmation of ongoing quality of the product comes from the
wine show system — wine shows around Australia and globally, in which
South Australian wine consistently performs well.

Marketing

Retail and fine dining expertise is ongoing and helps educate consumers.
As stated above, the South Australian public is relatively well educated
in terms of wine and open to trying new styles, varieties and products.

South Australian wine has performed well in the wine show system,
which suggests that the sector is ,doing it right*. South Australian
winemakers send their wines to the main five shows in Australia — in
Adelaide, Brisbane, Perth, Sydney and Melbourne. This feeds into the
marketing of the wines, which respondents believed contributes to the
attractiveness of the wine to consumers, when they know a wine has won
awards, or see wine show medal stickers on bottles. It was believed to be
more influential to consumers in Australia than in other countries
consuming Australian wine, such as the US and the UK.

Challenges/issues

This section presents the major challenges facing the Australian wine
sector and in particular the South Australian wine sector, as the country®s
largest wine-producing State. While the issues and challenges are
numerous, it is possible to group these concerns under four main
headings: the global economy; climate; marketing and the product; and
the market structure.

Global economy

The global financial crisis has resulted in there being immense financial
pressure on South Australia“s key export markets, particularly the United
States and Europe (principally the United Kingdom). Total Australian
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Climate

For any agricultural product, the climate is key to its performance. For
wine and viticulture, the main impacts from climate change were
considered by interviewees to be from impacts on water supply and
temperature.

Anderson et al. (2008) present the range of challenges facing the
Australian wine industry resulting from climate change and the range of
options open to the industry to adapt. With around two thirds of
Australia“s wine being exported, the challenges and responses must be
considered within a global context. For example, as Anderson et al.

... water, climate change
... the role of research
and innovation ...
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focused on wine for immediate or almost immediate consumption and for
winning medals, rather than for longevity. There was the view that wines
made currently are mostly not made to keep long term and this was seen
as a sad loss to the industry.

Related to the previous point, there was also a strong belief that South

Australia needs to be more concerned about the styles of wine it is

producing and take greater notice of global trends in styles and demand

... understanding trends  for those styles. For example, many consumers are growing tired of the
in consumer preferences  higher alcohol, ripe, fleshy, oaked, ,big" wines, and turning to the more
to further develop elegant wines produced by other countries. This is reflected in the
markets .. increasing quantities of imported wines. The biggest growth in Australia

now is in imported wines, particularly from Italy, France and Argentina,

and these wines are often competitive on price. The challenge is to adapt

styles to suit future preferences, for example, to move to cool style shiraz

away from the large ripe, high alcohol shirazes that are currently a

common sight in wine shops in Australia. Examples of switches in style
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The respondents cited a number of advertising campaigns that had helped
some and hindered others, including the cheap high volume promotions
that have given Australian wine across the board the perception of being
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sufficient for the McLaren Vale growers and winemakers? A
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It was suggested that the training of people in the wine and food
industry in Adelaide could be developed further so that expertise
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End Notes

! ABS figures.
Data are not
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